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One of the Scottish Government’s major initiatives is the proposal for a Scottish Futures Trust: this is intended to address the problems which have become increasingly apparent with the Private Finance Initiative (PFI). The consultation period for the Futures Trust closed  on 14th March: and it is now a matter of great interest as we await the details of what the Scottish Government will propose in the light of the consultation.

One of the basic intentions behind the Futures Trust is that capital assets, such as hospitals, roads and schools, should be procured by some form or other of “not for profit” mechanism. As John Swinney said in his introduction to the consultation document, by doing this “we can remove the element of PFI that delivered the most extreme and unwarranted profits.”

We noted in our article on the private finance initiative, (PFI), in the October 2007 Scots Independent, that the detailed information on PFI schemes which is now emerging does indeed indicate that PFI can be extremely profitable for the PFI contractors. In fact, since the previous article was written, much more information has emerged, through Freedom of Information. This not only confirms the high cost of traditional PFI, (“one hospital for the price of two”), but also tells us a good deal about what has gone wrong with PFI procedures, which enabled this to happen. It is against the background of this information that we set out in this note some of the key questions against which the final Futures Trust proposals should be judged, when they emerge after the consultation process.

The consultation document envisaged that one of the Trust’s roles would be to operate as a financial intermediary, passing out funds to individual consortia, that is groups of private sector companies, who would themselves be responsible for building and operating the hospitals or schools. The consortia would be expected to operate on a “not for profit” basis. The first key question which then arises is: will sufficient safeguards be put in to prevent concealed profits being taken out of these bodies by the back door? Unless adequate safeguards are in place there would be considerable scope for concealed profits to be taken out by, for example, padding the prices at which work was subcontracted out.

If detailed information had been collected centrally on the way past PFI schemes were projected to perform, and even better if this information had been published, then it would have become clear long ago that things had been going badly wrong with PFI. So a second key question for the proposed Trust is: will the new arrangements involve the central collection and publication of detailed financial projections and performance indicators for all new schemes?

It is also clear from past experience, and from the documentation now being released  under Freedom of Information for some PFI schemes, that the formal value for money and affordability tests which PFI schemes have to go through are badly flawed. Will the Futures Trust arrangements involve a radical shake-up of these tests? If not, there is real risk that the new approach will not outperform PFI. And will the new arrangements involve a firm watchdog role from the centre, to ensure the tests are indeed operating properly? 

The consultation document was clear that the Futures Trust should be firmly located in the private sector. The rationale for this presumably relates to the rather arcane rules of government accounting. Major capital projects are classified as being either “off the government’s books” or “on the books”. If they are “on the books”, the cost of the project counts as government capital expenditure when the scheme is being built: this would mean that the capital expenditure would count against the government department’s capital expenditure limits, and also that the government department  would have to pay an annual “capital charge” out of its revenue budget based on the value of the capital asset. One of the major drivers behind PFI was precisely to get round these problems and get as much expenditure as possible “off the books”. Unfortunately for the government at Westminster, this attempt largely failed: about half of traditional PFI schemes by value currently fall on the books and almost all PFI schemes are likely to come on the books when accounting changes which are currently being developed are implemented. This raises a key question for the Futures Trust: namely, how robust is the rationale for locating the Futures Trust in the private sector, in the face of the prospect that most of the schemes it will handle are likely to be on the books in any event.

In certain important respects, other aspects of government fiscal policy bias the choice between PFI and traditional public sector procurement in favour of PFI. This arises with VAT. VAT is not recoverable on new build construction work on hospitals undertaken in the public sector: nor is VAT recoverable on refurbishment: but VAT is recoverable on PFI arrangements. Further, as already noted, the government capital charge rules imply an additional cost if assets are built and owned by the public sector. In setting up the Futures Trust, will the Scottish Government raise these points with Whitehall and Westminster?

One of the big problems with PFI has been the size and complexity of the schemes. One effect of this has been to reduce competition, and so increase costs. But there has also been a particularly adverse effect on the Scottish economy since many small to medium sized firms have been too small to compete, or have even been bought out by large firms seeking PFI contracts in Scotland. Will the Futures Trust take active steps to unbundle large contracts, so both increasing competition and benefiting the Scottish economy?

The consultation document specifically makes the point that no attempt will be made to re-open past PFI deals. Given what is now known about the excess profits in certain past PFI schemes, this appears to be a mistake. It would be perfectly feasible for the Scottish Government to ascertain the projected profitability of all past schemes: and the Scottish Government also has plenty of negotiating muscle should it decide to re-open any past deals. So a key question is, in setting up the Futures Trust, will the Scottish Government carry out a review of all past PFI deals in Scotland, and then renegotiate past deals where appropriate?

Finally, there is a real issue with the existing PFI concerning what happens at the end of the initial period of the PFI contract. It is clear that in some existing schemes, even though the public sector may have paid for the asset, perhaps several times over by that point, the PFI consortium may still be left with very valuable residual rights. Will the Scottish Government ensure that the residual rights attaching to any Futures Trust schemes are in the public’s interest?

These are the specific questions against which, we suggest, the final Futures Trust proposals should be judged when they are unveiled. But in general, the overall criterion should surely be - will the Futures Trust achieve a step change improvement over existing PFI?  There is a danger that the Futures Trust will be hailed as a great success even if all it achieves are marginal improvements over PFI. “One hospital for the price of one and three quarters” may be better than “one hospital for the price of two”, but this is not be the test that should be used. What is required instead is a demonstrable and radical improvement on PFI.

Note
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